THE 1972 BUDGET on the national income accounts basis (NIA) was programmed in January 1972 to have a full employment deficit of $4.3 billion. Instead, the fiscal year ended with a $4.9 billion full employment surplus. The $9.2 billion shift from deficit to surplus occurred largely as a result of two developments: (1) the unexpected increase in withheld individual income taxes that resulted from the change in the withholding schedules, and (2) the delay in the enactment of general revenue sharing.
retroactive to January 1. Revenue sharing for calendar 1972 was originally budgeted at $4,750 million, with $2,250 million to be paid in fiscal 1972. In the final legislation this latter amount was raised to $2,750 million. In addition, the right to reserve 10 percent of the funds, which was in the original request, was not enacted, adding an additional $500 million to the payment. Instead of the $5.0 billion included in the original budget request, $8.3 billion will be paid to state and local governments under this program in fiscal 1973.
Included in the revenue sharing legislation is a limitation on grants for social and rehabilitative services for welfare recipients to $2.5 billion, or $1.3 billion above the initial estimate of the federal government's 75 percent share. In fiscal 1970, only $576 million was spent; while the 1973 budget estimated expenditures of $1.5 billion in fiscal 1972, the total in fact came to just under $2.0 billion. These grants pose a considerable problem. The legislative language defining social and rehabilitative services is so loose that a wide range of state-financed programs can qualify. Moreover, the accounting for the funds is so disorganized that the Departmaeint of Health, Education, and Welfare (HEW) does not know what the money is used for.1 As the states have discovered the program, they have escalated their requests; for exanmple, Texas raised its grant request for fiscal 1973 from $33 nmillion in February 1972 to $179 million in June; New York from $438 miillion to $1 billion; and Mississippi from $4 million to $454 million-alnmost the anmount of its total expenditure for last year.2 Without a limitation, according to a reported estimate by Secretary Elliot L. Richardson, the grant requests would have amounted to $4 billion for fiscal 1973, in contrast with the President's budget request of $1.2 billion, and in 1974 would have exceeded $6 billion. Distribution of the limited amount will be based on population, and funds can be used for programs concerned with child care, retarded persons, family planning, and help for welfare families.3 In effect, the grants have become an additional form of revenue sharing.
Social security benefits are now estimated to exceed last January's estimate by $2.8 billion (see Table 2 ). Of that amount, $2.1 billion represents the fiscal 1973 cost of the 20 percent across-the-board increase in benefits enacted in June, and $700 million the liberalizations passed in October. The January estimates included an allowance of $4 billion for the increase in benefits-half for a 5 percent across-the-board increase and half for liberalizations including medicare for the disabled. Although the across-theboard increase has a first-full-year cost of $8 billion, the June legislation set the effective date in October; thus the increase will cost only $6 billion in fiscal 1973, $2 billion above the allowance in the budget. Additional social security liberalizations, including medicare for' the disabled and federlization of adult categories of welfare (aged, blind, and disabled), were passed in October. However, the effective dates of these increases are spread out over the next fourteen months. Table 1 Late in the congressional session, in light of the substantial additions to outlays recorded above, the House passed a $250 billion expenditure ceiling (unified basis) giving the administration complete discretion over where and how deeply to make reductions. But the ceiling ran into considerable opposition in the Senate, basically on the grounds that it would permit the President to eliminate programs or severely reduce their funding. Beyond this, however, was the feeling that, in giving up control over the federal purse, Congress would be yielding to the executive branch its most important prerogative. The Senate exempted veterans' programs, social security and other retirement benefits, welfare, and medicaid from cutbacks; stipulated essentially proportionate reductions among the remaining major categories (including defense); and proposed that no more than 10 percent be cut from any of the functional categories. These limits were unacceptable to the administration and ultimately no ceiling was enacted. However, the final legislation establishes a committee to investigate means for the Congress to control expenditures more effectively and to make mandatory an annual report on impounded funds. The President subsequently vetoed eleven bills. The bills on airport safety, rivers and harbors, rehabilitation and special benefits for the aged were authorization, not appropriation, bills and would not have affected fiscal 1973 expenditures. A pay increase for federal marshals, and increases in veterans' burial and medical benefits, were also vetoed, reducing 1973 outlays by less than u 100 million. The major reduction in expenditures came from the veto of the Labor-HEW appropriation. Those two departments have been put on continuing resolution-that is, they can continue to spend at last year's rate until their appropriations are enacted.4
Adding all the changes to total full employment expenditures of $253.9 billion (NIA basis) estimated last January raises the fiscal 1973 total to $263.6 billion.
To finance the social security expenditures, the June and October legislation increased the combined old-age, survivors, disability, and hospital insurance (OASDHI) tax rate from 10.4 percent to 11.7 percent effective January 1, 1973, and raised the ceiling on wages subject to the tax from the current $9,000 to $10,800 in 1973 and to $12,000 in 1974. These changes will push social security tax liabilities for cale,idar 1973 $10.5 billion above the amount calculated with the 1972 tax rate and wage ceiling. These actions boosted the net revenue estimated last January by only about $1 billion. The budget document had assumed that the increase in the wage ceiling would be made retroactive to January 1972; postponing it until January 1, 1973, curtailed revenue. But raising the tax rate to 11.7 percent (from the 11 percent originally programmed) added to fiscal 1973 revenues. Partial adjustment is assumed for the overwithholding that has occurred, thus lowering 1973 revenues. These various changes have reduced estimated full employment receipts by $1 billion-from $251.4 billion to $250.4 billion. As shown in Table 3 The struggle between the President and Congress over impounded funds is essentially political. The decisive appeal is not to legal principles and Court decisions but to constituencies and agency support: "The President can and may withhold expenditure of funds to the extent that the political milieu in which he operates permits him to do so. "7
The outlook for expenditures on the national income accounts basis discussed above points toward $256 billion for unified budget outlays.8 Thus, to reach a $250 billion level of unified outlays, a reduction of $6 billion would be required from the total now in prospect. That reduction would have to be made primarily in the total of $72 billion of relatively controllable expenditures,9 a decrease of about 8 percent. However, the fiscal year is already almost half over and reductions at an annual rate of 14 to 15 percent would have to be made in the remaining months if the required reduction is to be realized by June 30.
Prospects for Fiscal Year 1974
In fiscal year 1974, full employment receipts are likely to rise to more than $277 billion. The increase of nearly $27 billion in receipts is larger than normal growth in full employment revenues because fiscal 1974 gets the full impact of the increase in the social security ceiling from $9,000 to $10,800 and in the tax rate from 10.4 percent to 11.7 percent. This tax increase will add approximately $7.5 billion to fiscal 1974 receipts.
Estimates for the built-in increases in expenditures for fiscal 1974 are shown in Table 4 . The programs included there are those shown in Summary Table 7 grams that can be expected to increase with the ever larger number of people eligible for them. In addition, the built-in increase in social security (OASDHI) includes $5.5 billion to reflect the full-year cost of the 20 percent increase in benefits, medicare for the disabled, and other liberalizations. The $1.6 billion increase in public assistance includes $0.9 billion to cover the cost of federalizing the adult categories. A substantial expansion in budget authority for pollution control was passed this year, as mentioned earlier, but outlays will come slowly because these are primarily construction funds. In contrast, the housing subsidies, which got under way slowly, are now being spent at or above anticipated rates. The increases in military expenditures, other than for increased pay and retirement costs, are based on the five-year projections of military costs made in a recent Brookings study.10
Although the defense appropriation bill reduced obligational authority by $5 billion, most of the reduction was achieved by stretching out programs and deliveries of new equipment, and no major program was eliminated. The estimate of the rise in real defense expenditures made in the Brookings study appears still to be valid and $3 billion is estimated as the fiscal 1974 cost of the increase in defense expenditures.
Built-in additions to expenditures, including the adjustment in defense, totaled more than $24 billion. However, the retroactive payment for revenue sharing should not recur. The net result of this payment and the built-in additions means an increase of approximately $21 billion in expenditures for fiscal 1974. Assuming the enacted budget for fiscal 1973, and thus ignoring the possibility of presidential cutbacks, NIA expenditures would then total over $284 billion, as shown in Table 5 , resulting in a full employment deficit of approximately $7 billion for fiscal 1974. That deficit would be enlarged with passage of the programs that so far have been only requested (shown at the bottom of Table 4 ). Two programs requested by the administration for implementation in fiscal year 1974-family health insurance and special revenue sharing-were not enacted, and probably are slated for reintroduction. Welfare reform was dropped from the social security legislation just before Congress adjourned, but may well be an issue again in the next Congress. If these programs are enacted, an additional $7.6 billion would be added to full employment expenditures to bring the 1974 full employment deficit to nearly $15 billion. Obviously, the achieve- ment of a less expansionary budget would require cutbacks in programs or increases in taxes-issues that are bound t be in the forefront of administration planning and congressional deliberations on the budget for the 1974 fiscal yea).
